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THE LEGAL BASIS OF SCHOOL FINANCE 

IN THE CITIES OF THE NORTH CENTRAL 

ASSOCIATION HAVING A POPULATION RANGING 

FROM THIRTY THOUSAND TO 

FIFTY THOUSAND 



J. FREEMAN PYLE 

State Normal School, Kirksville, Missouri 

This article is a brief statement of the result of a minute 
analysis of the laws governing the fiscal powers of the school 
authorities in twenty-eight cities of the North Central Division 
having a population ranging, approximately, from thirty 
thousand to fifty thousand. Up to the present time no 
systematic analysis of the constitutions, state laws, and city 
charters governing the financial aspects of city school systems 
of this size has been made, although the great importance of 
this problem has been recognized and briefly discussed by 
some of the leaders in educational administration. 

The St. Louis Survey staff found that the welfare of the 
St. Louis schools was being seriously handicapped by the legal 
limit of six mills on the taxing power of the school board. 
Dr. Rugg showed, in his report, by clear and definite state- 
ments and irrefutable tables and charts that unless this 
problem of tax limitation was recognized, and unless some 
action was taken to remove the legal barrier, the St. Louis 
schools would be forced to abandon their progressive program. 

Mr. Spaulding, while superintendent of the Minneapolis 
schools, was confronted with the same problem of legal 
limitation of the power of the board of education to levy a 
sufficient amount of taxes to meet the demands of a rapidly 
growing school system. In the case of the Minneapolis schools 
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the board of education did not have even the power to fix 
the tax rate within the limits set by the legislature. The 
board of education was held responsible for the educational 
activities, while the Tax Levy Board, a political body, had 
the power to determine the amount of money that could be 
levied for school purposes. Mr. Spaulding, as well as many 
other authorities, thinks that this method is neither right nor 
efficient. The board of education should be wholly and 
directly responsible for both the educational and the fiscal 
conduct of the schools. Mr. Spaulding says: "Financial 
power must be the basis of educational responsibility; the 
latter cannot be adequately discharged without the exercise of 
the former." 

In the survey of the Cleveland schools the staff found one 
of the major problems to be the limitation of the tax-levying 
power of the school board. Mr. Clark, in his report, Financing 
the Public Schools, emphasizes the fact that there is a dual 
system of tax limitation. 

Another illustration of a limitation, but of a different kind, 
is found in the report of the Grand Rapids Survey. Dr. Rugg 
shows in his report, The Cost of Public Education in Grand 
Rapids, that in this city the school board cannot levy any 
taxes, but only estimates the amount required, which amount 
the City Council may or may not allow. The Council also 
controls the bonding activities; it determines whether the cost 
of new building shall be paid from tax levies or by bond issues. 

These examples illustrate some of the fiscal problems with 
which every school administrator has to deal. This article 
attempts to give the fundamental legal provisions — constitu- 
tional, statutory, and charter — by which the school authorities 
of these twenty-eight cities 1 are governed. In order that these 

1 Aurora, Danville, Decatur, Joliet, Quincy, Rockford ,East Chicago, Gary, Hammond, 
Cedar Rapids, Council Bluffs, Davenport, Dubuque, Waterloo, Bay City, Flint, Jackson, 
Kalamazoo, Lansing, Joplin, Springfield (Missouri), Hamilton, Lima, Lorain, Springfield 
(Ohio), Zanesville, La Crosse and Madison. 
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provisions may be placed clearly before the reader, they are 
given in the form of answers to five fundamental questions, 
namely: 

I. Who levies the taxes in these cities? 

II. What legal limits to taxation have been established, 
and what are the methods of raising these limits ? 

III. What provisions are made for financial emergencies? 

IV. How are bond issues regulated, and what are these 
regulations ? 

V. What are the practices and the laws governing the time 
for estimating the annual budget and the beginning of the 
school financial year? 

I. WHO LEVIES THE TAXES? 

"He who controls the purse strings controls the government." 

I. THE IMPORTANCE OF THE QUESTION OF THE POWER OF LEVYING 

The question of the power to "assess and collect" revenues 
is as old as civilization. History furnishes us with illustration 
after illustration of controversies, struggles, and revolutions over 
this great power. The peoples of Egypt and of Babylon knew 
what it meant to be taxed; the members of the Athenian 
League were not allowed to forget the date when the annual 
tribute was due at the capital; the Roman provincials were well 
acquainted with the tax-farmers of Republican Rome and 
later the imperial tax-gatherers; the mediaeval man knew that 
he must pay his duties, tithes, and tolls to his overlord; and 
the American Colonies felt constrained to tell George III that 
they did not believe in "taxation without representation." 
Today active school men are confronted with the same old 
question as to the power of taxation. Shall the board of 
education have the power to levy the taxes for its own use, or 
shall it look to the city council, or county budget commission, 
or to a municipal board of estimate? This question is 
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important neither because of its historical background nor 
because of any sentimental reason, but it is important because 
the future progress and welfare of our nation depends, in a 
large measure, on the way in which this question is answered. 
If our public-school system is to be a controlling factor in the 
development and protection of our democratic ideals, it must 
be freed and kept free from the corruption of the brand of 
politics we find in too many of our cities at the present time. 

II. WHO LEVIES THE TAXES IN THE TWENTY-EIGHT CITIES? 

The tax-levying power may be classified into two distinct 
classes based upon the governmental unit which has this power. 
This power may be granted to the governmental body either 
by a special charter or by a general state law. It must be 
understood, however, that the power to levy the taxes does 
not carry with it the power to determine the valuation of the 
property taxed. In no case does the school board have the 
power to fix the valuation or assess the taxes. This power is 
reserved for the strictly political groups, e. g., the township, 
the county, or the city authorities. The same situation is 
true in connection with the collection of the taxes. In some 
instances one political governmental unit will assess the taxes 
while another unit will collect the taxes and pay them over to 
the treasurer of the board of education, or hold the funds 
subject to the orders of the board of education. However, it is 
not of any great material difference what body assesses and 
collects the money, provided, the board of education has the 
power to set the rate — levy — for school purposes. 

I. Tax-levying power vested in the board of education. — In 
this first class belong those cities in which the board of 
education has the power to fix the rate or to determine the 
amount which shall be raised for the schools for the ensuing 
year, without this amount being changed in any way by any 
reviewing body. This statement does not mean that the 
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board of education has the power to set the rate or fix the 
amount without any limitation whatever, but presupposes a 
maximum limit set by law, within which limit, however, the 
board has full power to act. 

Within this classification are two subordinate classes. 

a) Those cities in which the board of education has this 
power granted to it by special charter: In this group are 
the following cities: Aurora, Decatur, and Joliet. While 
Quincy and Rockford have special charters, these charters 
have been modified to some extent by general laws passed for 
cities which had been operating under certain conditions. 
However, the boards of education have the power to 
determine the amount or rate within the state limitations. 
The special charter of Flint, Michigan, gives the board of 
education the power to levy the taxes; this is not true in any 
of the other cities of Michigan studied 1 . 

b) Those cities in which the board of education has the 
power to levy the taxes granted to it by a general state law: 
There is one city of this type in Illinois — Danville — which has 
grown into a city but has retained the old district form of 
school organization. The cities of Indiana — East Chicago, 
Gary, and Hammond — receive their power from general state 
laws. However, Indiana makes use of the "class system" of 
legislation. The cities of Missouri — Joplin and Springfield — 
the cities of Iowa — Cedar Rapids, Council Bluffs, Davenport, 
Dubuque, and Waterloo — likewise receive their tax-levying 
power from general state laws. 

1. The tax-levying power vested in some political body: — The 
second large class, based upon the governmental unit which 
has the tax-levying power, divides itself into four distinct 
subdivisions. In this class the board of education has the 



1 If the cities of Michigan adopt a certain law passed by the legislature in 1917, the 
board of education may have the power to levy taxes, provided, the city does not have a 
board of estimate. If there is a board of estimate in the city, then this political body shall 
have the power to review the board of education's budget. 
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privilege of estimating or certifying an amount or rate to 
some political body which may or may not allow the board of 
education's estimate. 

a) The first subdivision taken up in this discussion is the 
one in which the board of education estimates the amount 
needed to run the schools for the ensuing year, then gives this 
estimate to the county budget commission. This commission 
is composed of the county auditor, the treasurer, and the 
prosecuting attorney. In Ohio a general state law limits the 
amount the board may levy; hence the county budget com- 
mission must review the board of education's estimate to see 
whether this limit has been exceeded; if the limit has been 
observed by the board of education, its estimate will probably 
be allowed, provided, the total levy of the city does not exceed 
the maximum limit allowed for all taxes. If the total amount 
of the levy for the city does exceed the maximum levy, the 
budget commission is required to cut it down to the limit. 
When this reduction is made, the estimate of the board of 
education, even though it be within its own legal limit, may 
be reduced. The foregoing statement is true for the following 
cities of Ohio: Hamilton, Lima, Lorain, Springfield, and 
Zanesville. 

b) The second subdivision taken up is the one in which the 
board of education estimates, and the taxpaying voters ratify. 
This law is found in some of the city charters of Michigan. 
However, this law seems to be more of a formality than an 
active law. One superintendent says that the people cannot 
reject the estimate for current expenses, but may reject the 
estimate for capital outlay. In the cities of Lansing, 
Kalamazoo, and Jackson the boards of education seem to 
have, for all practical purposes, the power to levy the taxes 
for current expenses. 

c) The third subdivision taken up in this discussion is the 
one in which the board of education estimates and the board of 
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estimates passes upon the estimate. This law is found in the 
charters of certain cities of Michigan. Some of the school 
officials are very much opposed to the power exercised by this 
body. Bay City is an example of the cities operating under 
this condition. 

d) The fourth subdivision is the one in which the board 
sends its estimate to the city council, which body may do as it 
likes in regard to the budget. This is a case in which the school 
authorities must enter into active competition with the city 
officials in order to get a share of the city's revenues. All the 
evils of rotten politics and the subservience of the board of 
education to the political interests of the city are possible and 
are usually present. Of the four subdivisions discussed, this 
one is fraught with the greatest danger to the public schools of 
any city. The politicians and the general public, even though 
they are well disposed toward the schools, are less able to judge 
the character and quality of the educational program than the 
board of education, while the ordinary school administrator is 
not well prepared "by nature, training, or profession to defend 
the just demands of education in the general fight for funds." 
La Crosse and Madison have to go to the city council for their 
school funds. 

Table I gives the above-mentioned facts in a summary 
form, showing under what kind of law the cities operate and 
who levies the taxes. The table brings out some very impor- 
tant facts: 

1. Sixteen out of the twenty-eight cities are governed 
by general state laws. 

1. In seventeen of the twenty-eight cities the school boards 
have the power to levy the school taxes. 

3. In twelve of these cities the boards of education get 
their power to levy the school taxes not from special charters 
but from general laws of the State. 
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4. In the eleven cities in which the boards of education do 
not have the power to levy the taxes, six are governed by spe- 
cial charter and five are governed by general state laws. 

TABLE I 
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5. The cities in which the boards do not have the power to 
levy the taxes are found in three states — Michigan, Wisconsin 
and Ohio. 



THE LEGAL BASIS OF SCHOOL FINANCE 453 

6. Current practice is decidedly in favor of giving the 
board of education the power to levy the school taxes. 

7. Current practice is in favor of granting the power to 
administer the school finances by means of general state laws. 

II. WHAT LEGAL LIMITS HAVE BEEN ESTABLISHED AND 

HOW MAY THEY BE RAISED? 

A. THE IMPORTANCE OF THE QUESTION OF TAX-RATE LIMITATION 

At no time in the development of our public-school system 
has the question of tax rates and tax-rate limitations been so 
important as at the present time. There are two outstanding 
reasons which are causing this question to force itself upon the 
public, demanding an immediate solution. These reasons are: 

1 . The ever-increasing cost of materials and services. — While 
this force has been tremendously accelerated by war conditions, 
yet the increase in the cost of living and in the price of supplies 
and materials was quite prominent for some time before the 
war. 

1. Better educational facilities. — The second force is more 
of a social than an economic force. It is the desire of the people 
to have better educational facilities than were thought neces- 
sary in former years. Better buildings, better equipment, 
better qualified teachers and superintendents, larger play- 
grounds, gymnasiums, and a number of other modern improve- 
ments are desired and demanded by the school patrons. All 
of these improvements cost more money than the old-fashioned 
school. More money means an increase in the tax levy. 

The problem which faces the school administrator of today 
is how to get the funds to finance a modern school system. If 
the school board has the power to levy the school taxes, the 
problem is much more simple than is the case in those cities in 
which the board of education has the power to merely estimate 
the taxes. However, even if the board of education has the 
power to levy the taxes, it may be greatly handicapped by 



454 THE ELEMENTARY SCHOOL JOURNAL 

means of a limit set by the charter or by a state law. Many of 
the legal limits which are now in force were set many years ago, 
before the modern ideas of education with their greater demand 
for funds made their appearance. 

Another factor very closely related to the question of tax 
limitations, because of its influence upon the amount of money 
which may be raised by means of taxation, is the rate of assess- 
ment. The rate of assessment varies greatly among the cities 
of the several states. In some instances the rate of assessment 
on the estimated true valuation of the property is the same as 
the assessed valuation, in other cities it varies from 25 to 80 
per cent. In some cities the valuation is fixed by local authori- 
ties, in others there is a state board of equalization. These 
conditions make it impossible to determine whether the tax 
rates of two cities are comparable or not, until it is known 
whether the rate of assessment is the same, and whether the 
method of fixing the valuation is the same. 

B. LIMITATIONS ON TAXATION 

The states have usually set certain definite limits to the 
rate of taxation for school purposes 1 . In a few instances cer- 
tain cities have been granted the privilege of determining the 
maximum rate by means of a popular vote. 

I. Legal provisions. — This study brings out the fact that 
the legal limits on taxation in the twenty-eight cities are set by 
different legal provisions, viz.: 

a) By state consitutions, for example, Joplin and Spring- 
field, Missouri. 

b) By general state laws, for example, the cities of the 
states of Illinois, Indiana, Iowa, and Ohio. 

c) By special charters, for example, the cities of Michigan 
and Wisconsin. 



1 For a full discussion of tax limits and the methods of raising them see J. Freeman 
Pyle, Legal Basis of School Finance, Master's thesis, University of Chicago. 



THE LEGAL BASIS OF SCHOOL FINANCE 455 

2. The various kinds of limits imposed. — In the analysis of 
the legal provisions for taxation, four distinct kinds of limits 
were found in the cases of the different cities: 

a) One very common method of limitation is by funds; 
for example, the state law of Ohio requires the budget to be 
made out showing the amount required for (1) tuition fund; 
(2) contingent fund; (3) building fund; (4) bonds, interest, and 
sinking fund. Iowa had practically the same kind of law 
until 1 9 17, when the legislature amended the old law by 
condensing the four funds into two funds; (1) the general 
fund, and (2) the schoolhouse fund. 

b) Another method is one that requires the tax rate to be 
stated in terms of a certain number of dollars per pupil. This 
method is used in the cities of Iowa. 

c) A third method is to state the limitations in terms of a 
certain amount per taxable poll. This method is employed 
in very few states; Indiana is an example of a state employing 
this form. 

d) The fourth and most common method of stating the 
limitation is the one based upon rate; for example, a certain 
number of mills on the dollar or a certain number of cents on 
the hundred dollars, or a certain number of dollars on the 
thousand dollars valuation of taxable property. This method 
is used in all the cities of six states, studied. 

3. Methods of raising the tax limitations. — While legal 
provisions have been set in practically all the cities limiting 
the power of the board of education in its taxing privileges, 
yet in some cases provisions have been made whereby the 
legal limit may be raised. The most common way by which 
the limit may be raised is by a majority vote of the people. 
The board may have power to levy taxes up to a certain rate 
or amount; if more money is deemed necessary the board may 
take the proposition to the qualified voters of the district, 
and if they consent to the increased rate it may be levied. 
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However, there is usually a limit to this increased levy which 
even the voters do not have the power to exceed. 

In some cities no provisions have been made for increasing 
the rate above the specified amount. Where this is true, 
there is only one recourse; that is a new law. The cities of 
Illinois, Indiana, and Ohio are in this condition. It makes no 
difference how anxious and how willing the people are to grant 
a higher rate, they do not have the legal power to do so. 

III. LEGAL PROVISION FOR FINANCIAL EMERGENCIES 

A. NEED OF SOME LEGAL PROVISION FOR FINANCIAL EMERGENCIES 

The importance of some kind of provision for meeting 
financial emergencies has been recognized by school men and 
legislators for many years; yet in some states adequate 
measures have been taken only recently to provide a legal 
way by which this may be done satisfactorily. In this 
discussion the term emergency means that condition in which 
the school board finds itself without sufficient funds to meet 
immediate and lawful demands for current expenses. 
Emergencies may arise from a number of causes over which 
the school board has no control. An example of this kind 
was brought out in the Grand Rapids Survey. An emergency 
was caused in 191 2 by the passage of a state law which changed 
the time for the payment of the state primary fund. A change 
in the rate of assessment or valuation of property may so 
reduce the revenue of a board of education as to cause an 
emergency. A building destroyed by fire or condemned by 
the state inspector may cause an emergency which the board 
of education had no means of foretelling. 

B. PROVISIONS FOR MEETING EMERGENCIES MADE BY ALL STATES 

i. The cities of Illinois have been granted power by a 
general state law to meet certain financial emergencies in the 
following way : 
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When there is no money in the treasury of any school district of this state 
whether governed by either or both the general school law or any special 
charter to defray the necessary expenses of the district .... the board 
of education .... may issue warrants against and in anticipation of 
any taxes levied for the payment of necessary expenses of the district, either 
for educational or for building purposes, as the case may be, to the extent of 
75 per cent of the total amount of the tax so levied. 

Further provision is made that these warrants cannot be 
paid from any other fund except the tax against which they 
are issued. 

2. In Indiana the board may make temporary loans to the 
amount of 23H per cent of the taxes actually levied and in 
course of collection for the fiscal year. There are certain 
details for placing the loan which must be observed. 

3. In Iowa the only recourse in case of an emergency is for 
the people to vote a special tax; then the board may issue 
orders, but these orders do not take precedence over other 
orders issued by the board. In the case of a school-house tax 
which has been voted, the board may anticipate the revenue 
and issue orders and thus be able to proceed immediately with 
the building before the tax has been collected. 

4. In Michigan under the "old" law money may be 
borrowed on the strength of a tax that has been voted, but 
the amount borrowed may not exceed the amount of the tax 
levied. The 19 17 law, which may be adopted under certain 
conditions, gives the board more freedom. 

5. The Missouri law allows the boards to issue warrants 
when there is no money in a certain fund to meet lawful 
demands, as taxes may be collected before the end of the 
school year, June 30. 

6. The state law of Ohio allows the cities to issue bonds to 
obtain money to buy or improve school property in anticipation 
of income from taxes. School boards may also draw their 
apportionment, to the amount of two-thirds of the current 
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collection of taxes, from June 20 to the semi-annually 
apportionment in August, and from December 20 to the 
semi-annually apportionment in February. For certain speci- 
fied emergencies all taxing limitations may be exceeded. 

7. In the cities of Wisconsin the voters, at a special meeting 
called for the purpose, may vote a levy to be collected at the 
same time as the regular taxes, to meet emergencies. Wisconsin 
has also made provision to meet a deficit in the teachers' 
salary fund. 

IV. HOW ARE BOND ISSUES REGULATED? 
A. THE PROBLEM OF BOND ISSUANCE 

One of the most perplexing problems which the school 
authorities of the present time have to solve is the one of 
securing adequate funds for capital outlay. There are two com- 
monly used methods of raising funds for capital outlay — by 
taxation and by borrowing money and issuing bonds. As was 
noted above, many school boards have absolute power to levy 
taxes for current expenses, within the legal limit; some have 
power to levy up to a certain rate for building purposes, but 
none has power to issue bonds for building purposes without 
first being authorized either directly or indirectly by the 
electors or by some political body such as the city council. In 
the case of bond issues we find that the state has been much 
more cautious in the delegation of its bonding power than it 
was in the delegation of the taxing power. 

All state governments have granted the local authorities 
power to issue bonds under certain restrictions. Practically 
every school city has at some time or other been forced to issue 
bonds, owing to the fact that the state appropriations and the 
local taxes did not furnish enough money to supply its needs. 
Under the present system of running our schools, a system that 
demands an enormous amount of money for large and expensive 
buildings, elaborate equipment for laboratories, shops, gym- 
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nasiums, museums, lunch-rooms, libraries, etc., the ordinary 
means of taxation do not supply the funds necessary. This 
condition makes one of two things inevitable: either the tax- 
rate limitation must be raised or the school authorities must 
borrow money and issue bonds. While it is not the purpose of 
this paper to argue the question of taxation versus bond 
issuance for permanent improvements, it may be said that the 
evidence of investigators seems to point to the conclusion that 
the issuance of bonds should be kept to the lowest point possible. 
Bonds are an expensive proposition at the best. The Cali- 
fornia Taxpayers' Journal, September, 1917, has an excellent 
discussion of the subject of bond issues versus taxation. One 
of the conclusions which this publication reaches is that if a 
community is determined to issue bonds, these bonds should be 
issued under the close supervision of the state, and under no 
condition should the term of these bonds be for any consider- 
able length of time — for example, more than ten years. 

In the analysis of the different charters of the several cities 
and the general laws of the seven states, it is found that pro- 
vision has been made to allow the school authorities to levy 
taxes for building purposes up to a certain limit under certain 
conditions; as a supplementary means of increasing these 
building funds, states have granted the power of issuing bonds 
to the cities, by special charters — for example, the cities of 
Michigan, Wisconsin, and some of the cities of Illinois; and by 
general laws — for example, Indiana, Iowa, Missouri, and Ohio. 
One of the states, Wisconsin, has a state trust fund from which 
the cities may borrow money. In the case of the other six 
states the general public or banking institutions are the only 
sources from which the school authorities can draw their 
moneys by means of bond issues. 

B. LEGAL PROVISIONS GOVERNING THE ISSUANCE OF BONDS 

i. The general practice of authorizing bond issues. — The 
general practice is to place the proposition before the voters or 
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before some political body, such as the city council. The pur- 
poses for which bonds may be issued are determined by state 
laws. There seems to be practically a universal aim to limit 
the bond issue to the purpose of raising funds for capital outlay. 

It is the usual practice to state the limitation of bond issues 
in terms of the percentum of taxable property. Five of the 
seven states put this limit at 5 per cent; Indiana puts it at only 
1 per cent; Ohio states its limitation in the form of a limit on 
the tax that may be assessed with which to redeem the bonds. 

2. The methods of bond redemption. — Three different 
methods of bond redemption were found in this study, although 
one of them seems to be used by very few cities. The three 
methods are: 

a) The serial or instalment method, by which regular instal- 
ments are paid on the principal, and interest is paid annually 
on the unpaid balance. 

b) The sinking-fund method, by which a sufficient amount 
is put into a separate fund each year to accumulate at com- 
pound interest enough money to pay the interest annually or 
semi-annually and the principal at the end of the term. 

c) The annuity method, the one that is used less frequently. 
This requires that an equal sum composed of combined interest 
and principal be paid each year. While this method is com- 
monly used in other countries, it has never been extensively 
used in the United States, owing no doubt to the complicated 
system of computing and to the difficulty the layman has in 
understanding its operation. It seems that its disadvantages 
outweigh its advantages when we have to rely upon the ordi- 
nary members of the board of education or of the city council 
to determine our bonding policies. 

While many of the states have made their laws so that the 
cities may, and in some instances are required, to use the sink- 
ing fund method of redemption, there are serious objections to 
its use. It is regarded as the most expensive method of the' 
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three mentioned. Some states, not in the group studied here 
have prohibited the use of the sinking-fund method, owing no 
doubt to the possibilities of irregularities in the handling of 
the fund. 

The serial method of payment is the method most commonly 
used by the cities studied. While the laws do not specifically 
require this method, they are so stated in many cases as to 
allow the use of the method. The following advantages of the 
serial method of redemption are given : 

(1) "It is by far the cheapest"; (2) It is perfectly simple in 
its operation; (3) There is no danger of officials forgetting 
to make payments; (4) If the issue is properly planned 
the heaviest burden comes during the earlier years when the 
greatest advantages are received. 

This method has one serious disadvantage in that it is 
possible to defeat its greatest advantage by a little manipula- 
tion. That is, if the payments are divided so as to make the 
early payments small and later payments large, the advan- 
tages enumerated under (1) and (4) above are nullified. 

V. WHAT IS THE LEGAL BASIS FOR THE SCHOOL BUDGET 
AND THE FISCAL YEAR? 

No discussion of the legal basis of school finance would be 
logical or complete without a discussion of the laws governing 
the two very important and closely related subjects: the fiscal 
year and the annual budget. In those cities in which the school 
board has been given the power to levy taxes for school pur- 
poses, a budget may be prepared in a scientific manner. On 
the other hand, if the budget has to be presented to some 
political body which shall have power to decrease or otherwise 
change the budget, the board of education has very little 
incentive carefully to work out its annual estimate. To be 
of the greatest assistance to administrative officers, a school 
budget should show the expenditures that are authorized to 
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be met from (a) ordinary revenues, (b) special assessments 
and special assessment certificates, and (c) long-term debt 
obligations other than special assessment certification. If in 
addition to the budget at the end of the year summaries are 
presented showing the results of business for the last year, the 
citizens will have the data from which to form intelligent judg- 
ments concerning past and proposed expenditures and methods 
employed or recommended for financing them. 

The date for the estimation of the budget may be set by 
(a) the general state laws, as in Ohio; or (b) the charter, as in 
Bay City; or (c) the board of education — the charter and the 
general laws being silent on this point; in some instances the 
charter gives the board power to determine this date. 

In the case of the determination of the beginning of the 
school financial year, there is a much more definite statement 
in the laws. In a majority of cases this date has been fixed by 
action of the legislature through a general law; in the other 
cases it has been usually fixed in the charter, although there 
are a few instances in which this power is left to the discretion 
of the board of education. 

If one may assume that current practice is an index of good 
practice, then there seems to be very little doubt as to the advis- 
ability of having a school financial year from July I to June 30. 
There are fifteen cities having this date, while the next most 
common date is September 1 to August 31. This latter con- 
dition is found, however, in the cities of only one state — Ohio — 
while the July 1 year is found in the cities of five different 
states. The Indiana cities have the financial year set for them 
by general state law, as do the Ohio and the Iowa cities. 

Table II shows the relation existing between the date of 
the financial year and the month in which the budget estimate 
is made (approximately) in the various cities studied. 

As our city schools are now organized, running for the most 
part ten months during the year, the educational department 
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closes its year near the latter part of June. Because of the very 
close relationship existing between this department and the 
financial department, the two should run as nearly parallel as 
possible. By the first of July the board of education has all the 



TABLE II 



Date of Budget Estimate 
May 


School Financial 
Year 


Date of Budget Estimate 
July — Con. 


School Financial 
Year 


Hamilton 


9—1 
6—1 
9—1 
9—1 
9—1 
9—1 


Hammond 

Joliet 


8—1 


Kalamazoo 


7—1 
7—1 
7—1 




Quincv 


Lorain 


Rockford 


Zanesville 


Springfield 


Months not determined 




June 




Jackson 


Dates determined 




Springfield (Mo.) . . . 
Toplin .... 




Waterloo 


7—1 
7—1 


7—1 
7—1 


Bay City 










August 




July 








Dubuque 






7—1 

7—15 

7—1 

7—1 

7—1 

7—1 

8—1 
8—1 


7—1 
7—1 


Aurora . 


Lansing 


Cedar Rapids 

Council Bluffs 

Danville 

Decatur 




November 




Davenport 

East Chicago 


La Crosse 


1 — 1 




Madison . 


7—1 







data necessary to compute the expenses for the closing educa- 
tional year, and at the same time enough data to estimate the 
amount of money needed for the incoming year. 

While the laws in the greater number of cases do not place 
an absolute date for estimating the amount of money needed 
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for the ensuing year, they usually set a date by which the 
budget shall be reported or presented to the voters, or the 
council as the case may require. However, this places no 
great restriction on the power of the board, provided this date 
is set late enough. Again, we may say that, because of the 
close relationship existing between the educational department 
and the school financial-department year, and at the same time 
the close relationship existing between these two phases of the 
educational system and the budget formulation, these three 
functions should be performed at very nearly the same time. 
If the educational year ends near the first of July, then the 
final estimation of the expenses for the ensuing year should be 
made at about that time. Table II shows that this is done in 
a majority of the cities studied. In order that a school board 
may be able to plan a budget in anything like a scientific 
manner, it must have reliable data upon which to base its 
estimation. If this estimation is made some time before the 
end of the educational year, it is impossible for the board to 
have the data, consequently impossible for it to plan a scien- 
tific estimate. Referring to Table II we find that the cities of 
Ohio are forced, by a general state law, to make their estimates 
in May. The following statement from a superintendent in 
Ohio makes the issue clear: 

The objection to our financial scheme is that the budget estimate made 
in May, 1918, must cover the time from February, 1919, to February, 1920- 
The first half of the taxes is not collected until December, 191 8, and the 
settlement with the auditor for the December, 191 8, taxes is made in Feb- 
ruary, 1919. The last half of the taxes is made August 20, 1919, and the 
money received at that time is used for the school expenses up to February, 
1920. It is rather difficult to estimate with any degree of accuracy school 
expenses two years ahead. 

SUMMARY AND RECOMMENDATIONS 

In the first part of this discussion five pertinent questions 
in regard to the legal basis of school finance were asked. This 



THE LEGAL BASIS OF SCHOOL FINANCE 465 

summary attempts to bring together the most important facts 
relative to the questions and at the same time make certain 
recommendations. 

In answer to the question "Who levies the taxes?" it was 
shown that in 17 cities out of the 28 studied, the board of 
education has the power to levy the taxes; in the 11 remaining 
cities the school taxes are levied by some political body. 

These facts, supported by the statements of experts and of 
active school administrators, lead to the recommendation that 
boards of education in the cities of the North Central Division 
having a population ranging from thirty thousand to fifty 
thousand, should have the power to levy the school taxes 
within certain limits set by general state laws. 

In regard to the question concerning the tax limitations, 
the following points were brought out by the analysis of the 
constitutions, state laws, and the city charters: 

a) In 2 cities the legal limit is set by the state constitution 
(Missouri). 

b) In 19 cities the limit is set by general state laws. 

c) In 3 cities the limit is set by special charters. 

d) In 2 cities the limit is set by the vote of the people. 

e) Data for the two remaining cities were not available on 
this point. 

These data clearly show that the current practice among 
this group of cities is to set the legal limit by means of general 
state laws. The 19 cities which have their limits set by 
general state laws are found in four states out of the seven 
studied, while the 2 cities in which the limit is set by the 
constitution are found in one state, and the two which have 
their limits set by the vote of the people are found in one 
state — the same state in which the three are located which 
have their limit set by special charter — Michigan. 

In 21 cities provision is made for raising the rate above a 
specified limit for certain purposes and on certain conditions. 
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In 3 cities the board of education is allowed to levy a special 
tax to meet certain needs; above this limit, however, the rate 
cannot be raised. In 19 cities the limit may be raised by a 
popular vote for certain specified purposes, such as for educa- 
tional purposes, building purposes, and for emergencies. In 2 
cities no provision is made for raising the limit. In 2 cities 
there is no limit except that set by the voters. Data for 
3 cities are not available. 

Current practice seems to justify the statement that a 
certain specified limit should be set by general law, above 
which the board of education may not go; a higher limit 
should be set, to which limit the rate may be raised by a vote 
of the people. Just what this limit should be cannot be 
answered at this time. The method of estimating the 
valuation of the property and the wealth of the community 
are large factors in determining the tax-rate limits. The limits 
should be sufficiently high to meet the needs of a "modern 
school." 

What provisions have been taken to meet emergencies? 

All states have made some provisions to meet emergencies. 
The most usual method is to allow the cities to anticipate 
certain tax levies which have been and are in the course of 
collection. In some states the board of education has this 
power — Indiana and Illinois — but there is a limit set, above 
which the board may not go. In other states the board may 
meet an emergency until it calls a special election to vote the 
funds needed. In some cities the board is forced to go to the 
city council for relief. 

Since elections are slow and expensive, and since city 
councils are sometimes unreliable, it appears that the most 
satisfactory method is to allow the board of education to 
anticipate the taxes which have been levied and are in the 
course of collection. However, a limit should be placed upon 
the amount the board is allowed to anticipate. In Indiana 
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the limit is 33^5 per cent of the levy. This is perhaps too 
low. In some cities of Wisconsin the entire levy may be 
anticipated by a vote of the electors; in Illinois 75 per cent 
of the levy may be anticipated. There is not sufficient 
evidence to warrant a recommendation for any definite limit. 

The outstanding fact concerning bond issues is the 
uniformity of state control with reference to {a) authorization, 
(b) purpose, (c) maximum amount, {d) maximum interest rate. 

The board of education does not have the power to issue 
bonds without first being authorized by the people, either 
directly or through their representatives. Bonds are quite 
universally issued to provide funds for capital outlay. 

Twelve cities formulate their budgets in July, while 6 
formulate theirs in May; all save one of the 6 are in the same 
state. This uniformity is due to a state law and not neces- 
sarily to the fact that the school administrators of these cities 
think this the best time. For the other 9 cities there is a 
great variety in practice. 

In the case of the beginning of the financial year there is 
more uniformity. In 15 cities the school year begins the 
first of July. In only 1 city does the financial year begin 
January 1. Five cities begin their financial year September 1, 
and 3 begin theirs August 1. 

Here, again, we have a case in which current practice, 
supported by the expert opinion of school administrators, 
favors the recommendation that the school-academic year and 
school-financial year end at about the same time, and also 
that the budget be formulated at about the same time as the 
ending of the school years. It seems that it would be for the 
best interest of the schools that the board of education have 
the power to determine the size and the distribution of the 
school budget. 



